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Abstract:

This study investigates the relationship between exchange rate volatility and stock returns in
the Tehran Stock Exchange. For this analysis, monthly data from 2011 to 2023 were collected,
and various statistical methods such as correlation analysis were employed. Specifically,
Pearson correlation analysis and multivariate regression were applied. The results clearly indicate a positive and significant
relationship between the exchange rate and overall stock returns (r = 0.48). Moreover, this relationship is stronger in export-
oriented industries (r = 0.62). Conversely, a negative relationship is observed in import-dependent industries (r = -0.39).
Petrochemical and basic metals industries benefit from an increase in exchange rates, while the automotive and
pharmaceutical industries face declines. These findings are consistent with theories of international trade and portfolio
balance, and they provide implications for risk management and economic policymaking.

Keywords: Exchange rate, Stock returns, Tehran Stock Exchange, Correlation analysis, International trade, Portfolio balance, Systematic
risk

Citation: Mohamadi, M. (2024). Exchange Rate Volatility and Stock Returns and Its Impact on the Tehran Stock Exchange: A Correlation Analysis with a Financial Approach,

Accounting, Finance and Computational Intelligence, 2(3), 45-56.

Copyright: © 2024 by the authors. Published under the terms and conditions of Creative Commons Attribution-NonCommercial 4.0 International (CC BY-NC 4.0) License.


http://creativecommons.org/licenses/by-nc/4.0
http://creativecommons.org/licenses/by-nc/4.0
https://orcid.org/0009-0009-9168-8683

ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

Extended Abstract

Introduction

The relationship between exchange rate fluctuations and stock market performance has long been a focal point of financial
economics, particularly in emerging markets where exposure to international trade and financial volatility is more
pronounced. Exchange rate movements can affect corporate profitability through multiple channels, including the valuation
of exports and imports, changes in input costs, and investor expectations regarding future macroeconomic conditions.
Consequently, stock returns often respond asymmetrically depending on whether firms are oriented toward export or import
activities. This phenomenon has been widely studied across various contexts, yet its implications remain highly relevant to
economies such as Iran, where the foreign exchange market plays a critical role in shaping both corporate performance and
investor behavior (Mishkin & Jahankhani, 2011).

Pioneering studies have examined the sensitivity of stock returns to exchange rate changes. (Ma & Kao, 1990) and (Jorion,
1990) provided evidence that exchange rate shocks can generate immediate and measurable effects on equity valuations,
particularly in multinational firms whose revenues are directly tied to foreign markets. (He & Ng, 1998) demonstrated that
Japanese multinationals were highly exposed to foreign exchange risk, highlighting the dependency of export-oriented firms
on exchange rate conditions. In emerging markets, the interactions have been shown to be even more pronounced. (Ajayi &
Mougoue, 1996) confirmed the dynamic relationship between stock prices and exchange rates, while (Abdalla & Murinde,
1997) found significant linkages in countries such as India, Korea, and Pakistan. Similarly, (Donnelly & Sheehy, 1996)
emphasized how exchange rate appreciation or depreciation could directly influence the share prices of exporters in the U.K.
These findings highlight that the relationship is not uniform but conditional on market structure and industrial exposure.

In Iran, where exchange rate movements are closely tied to the oil sector and external shocks, prior research has
emphasized the significant role of foreign exchange in determining equity performance. (Ghalibaf Asl, 2002) confirmed a
long-term relationship between monetary variables and stock indices using cointegration methods. (Ghaemi & Toosi, 2007)
highlighted the impact of exchange rate fluctuations on common stock returns, while (Mohammadi & Ghalami, 2008)
underscored how exchange rate unification policies shaped broader macroeconomic variables with implications for capital
markets. Later, (Emadzadeh et al., 2012) pointed to the dual role of micro- and macro-level factors, including exchange rates,
in shaping stock returns. More recent work by (Karimi et al., 2018) showed spillover effects between oil and Tehran’s stock
exchange, mediated by exchange rate changes, while (Karimi et al., 2020) stressed the dynamic correlation between oil price
volatility and regional stock markets. These insights collectively suggest that Iran’s stock exchange is deeply embedded within
the broader foreign exchange environment.

Beyond Iran, the international literature also confirms the vulnerabilities of emerging economies. (Elkhishin & Mohieldin,
2021) argued that external debt vulnerabilities in developing markets were exacerbated during COVID-19 due to exchange
rate shocks. (John, 2021) highlighted how selected macroeconomic variables, particularly exchange rates, influenced market
performance in African countries, while (Namazi et al., 2021) underscored the moderating role of institutional and financial
reporting factors in shaping investor responses. These results aligh with newer perspectives, such as those of (Han et al,,
2024), who explored the integration of technical analysis with macroeconomic indicators, and (Sajadi et al., 2024), who

pointed to intra-industry correlations and corporate governance as buffers in volatile environments. Collectively, these
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studies illustrate that exchange rate fluctuations remain one of the most potent drivers of stock market behavior in both
advanced and emerging financial systems.

Against this backdrop, the present study investigates the correlation between exchange rate volatility and stock returns
in the Tehran Stock Exchange during the period 2011-2023. By employing correlation analysis and multivariate regression,
this study aims to provide empirical evidence on how exchange rate dynamics affect overall stock returns, export-oriented
industries, and import-dependent industries. In doing so, it not only contributes to the literature on exchange rate—stock
price interactions but also offers practical insights for risk management, portfolio diversification, and economic policy design
in contexts where currency fluctuations exert strong macro-financial impacts.

Methods and Materials

The statistical population of this study comprised all firms listed on the Tehran Stock Exchange between 2011 and 2023.
The sample selection was purposive, with criteria including continuous presence in the stock exchange during the study
period, accessibility of financial and monthly return data, and active participation in industries directly related to currency
exposure. A total of 50 firms were selected from industries including petrochemicals, metals, automotive, and banking
through stratified random sampling to ensure sectoral representation.

Data collection relied on two main sources. Macroeconomic indicators, particularly exchange rate data, were obtained
from authoritative institutions such as the Central Bank of Iran and the Statistical Center of Iran. Firm-level financial and
return data were extracted from the TADBIR system and the Codal platform, which provide comprehensive financial
information for listed companies.

The analytical process began with descriptive statistics to summarize the characteristics of the dataset. Subsequently,
correlation coefficients were computed to evaluate the intensity and direction of the relationship between exchange rate
fluctuations and stock returns across the entire market, export-oriented industries, and import-dependent industries.
Pearson correlation was used when data were normally distributed, and Spearman correlation was applied for non-normal
distributions. Multivariate regression analysis was then conducted to assess the robustness of relationships while controlling
for other relevant financial variables. The significance level (p-value) was calculated for all statistical tests to determine the
reliability of the results, and correlation matrices were constructed to present findings systematically.

Findings

The results of correlation analysis indicated a significant positive relationship between exchange rate volatility and overall
stock returns in the Tehran Stock Exchange, with a correlation coefficient of r = 0.48 (p = 0.002). This suggests that general
increases in exchange rates are associated with rising returns in the overall market, confirming the hypothesis that currency
depreciation incentivizes investors to turn toward equities as a hedge against declining purchasing power.

For export-oriented industries, the relationship was found to be even stronger. The correlation coefficient was r = 0.62 (p
= 0.000), implying that firms in sectors such as petrochemicals and basic metals significantly benefited from rising exchange
rates. This outcome reflects their revenue structures, where income streams are denominated in foreign currencies and thus
increase in domestic currency terms when the exchange rate rises.

In contrast, a negative and significant relationship was observed for import-dependent industries such as automotive and

pharmaceuticals. Here, the correlation coefficient was r = —0.39 (p = 0.014). These industries, reliant on imported raw
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materials and intermediate goods, faced higher costs of production under exchange rate depreciation, resulting in reduced
profitability and lower returns.

Thus, the findings reveal a heterogeneous effect of exchange rate fluctuations on stock market performance. While the
overall market tends to gain from currency depreciation, the underlying industrial composition determines whether sectors
experience positive or negative impacts.

Discussion and Conclusion

The findings of this study demonstrate that exchange rate fluctuations exert a significant and differentiated influence on
the Tehran Stock Exchange. The positive association between exchange rate increases and overall stock returns highlights the
role of equities as an attractive hedge in times of currency depreciation, consistent with theoretical expectations in portfolio
balance models. The stronger relationship observed for export-oriented industries confirms the direct benefits these sectors
derive from exchange rate gains, as their foreign-denominated revenues expand in domestic terms. Conversely, the negative
relationship for import-dependent industries underscores the vulnerabilities of sectors heavily reliant on imported inputs,
where exchange rate depreciation translates into higher costs and squeezed margins.

These results are consistent with both domestic and international studies, reinforcing the argument that exchange rates
are a pivotal determinant of stock market performance across different economic structures. The evidence highlights the
dual nature of currency depreciation: while it acts as a growth driver for export-heavy sectors, it imposes substantial costs on
industries with significant import dependencies.

From a broader perspective, the findings underscore the importance of exchange rates as both a risk factor and an
opportunity variable in emerging financial markets. For policymakers, this suggests that exchange rate stabilization and
targeted support for vulnerable industries are crucial for maintaining balanced capital market development. For investors
and portfolio managers, the results highlight the need to differentiate between sectors when making investment decisions
during periods of exchange rate volatility.

Ultimately, this study contributes to the growing literature on the nexus between exchange rates and stock market
dynamics in emerging markets by providing empirical evidence from Iran. It confirms that the exchange rate is not merely a

macroeconomic variable but a fundamental driver of sectoral performance and market-wide investor behavior.
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